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a0 YOUR COMPETITOR’S PRODUCTS 
By Hermann C. MILter ... . 409 
A graduate of The Ohio State University wks a Cc P: a in Ohio 
and Wisconsin, Mr. Miller is Chairman and Professor of Accounting 
at “Ohio State”. He served with the U.S. Navy in both World 
War I and World War II and presently holds the rank of Captain 
in the U.S.N.V.R. A member of many accounting organizations, he 
is a past president of the Ohio Society of Certified Public Account- 
ants and the American Accounting Association. Mr. Miller is also 
a co-author with J. B. Taylor of three accounting texts. 


ACCOUNTING FOR COSTS OF RETURNED PRODUCT REPAIR 
UNDER A DECENTRALIZED PLAN 
By C. M. Bowen .. 
Senior Accountant on the Consealien’s Staff of York Corporation in 
York, Pennsylvania, Mr. Bowen has been affiliated with York 
Corporation since 1941. He has served in both district and home 
offices, and during World War II was with the U.S. Naval Air 
Corps, operating in the Pacific theatre. Mr. Bowen is a graduate 
of Ursinus College in Collegeville, Pennsylvania. 


PERPETUAL VS. ANNUAL INVENTORY 
By K. J. Wirotn 

Mr. Wiloth is Manager of the Parts Department and Perpetual 
Inventory Control Department of the John Deere Waterloo Tractor 
Works, Waterloo, Iowa. He joined this company in 1947, after 
working with Rath Packing Company in Waterloo, as a Division 
Manager of the Sales Department. At John Deere, he was instru- 
mental in establishing the present system of perpetual inventory 
control. This paper and those by Mr. Miller and Mr. Bowen, 
appear in Cost and Management through the courtesy of the 
National Association of Cost Accountants. 
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Editorial Comment .. . 


Prophets vs. Profits 


When people meet within the orbit of business and community life, 
it is usual that they ask each other two questions which may vary slightly 
in form but in essence inquire “How are you” and “How is your 
business”. The object of these inquiries is to determine a state of health 
both personal and commercial because a breakdown in either one is of 
fundamental importance and one of the basic human fears. 


In matters of personal health most people place reliance on the 
skill and tools of the medical profession and seek assistance when 
trouble develops. Such is not the case, however, in matters of business 
health and leaders are prone to diagnose and prescribe for themselves 
without making full use of the many devices, that have been developed 
over the years, which are capable of rendering assistance to management 
in the treatment and direction of affairs. The inevitable result is a 
_mortality rate in excess of what it needs to be, with the attendant loss to 
individuals and to the economy as a whole. 


Modern management instruments are of three general types: 

(a) Those that record historical data such as audited state- 
ments or records of business failures. 

(b) Those of a short term operational nature such as pro- 
duction, sales and financial statistics. 

(c) Those that anticipate the future such as budgets, economic 
forecasts, trade relations and trends in commercial credit, 
new construction, farm income, bank savings, taxation and 
many others. 

By proper utilization of these instruments, management is afforded 
the benefit of a factual view of the past and present, combined with a 
preview of the future. For example, by studying the historical data, 
many useful observations come to mind which may lead to improved 
policies, techniques or personnel. The record of business failures for 
instance is, in itself, merely a periodic statistic but further inquiry 
reveals that the major proportion of failures are caused by some form 
of managerial inexperience or incompetence and only comparatively few 
result from such hazards as fraud, disaster, or neglect. 


The current operative data is also historical, highlighting events 
of recent origin, but useful in taking the pulse and temperature of the 
present indicating betterment or deterioration on a day-to-day basis. 
In addition to this, however, successful business leaders make full use 
of the forward-looking devices, and while even intelligent reading of the 
signs does not produce infallible conclusions, there is opportunity to 
temper anticipated factors with judgment. 
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EDITORIAL COMMENT 


A term frequently heard in business particularly in recent years is 
“the foreseeable future” which has partly at least superceded such 
predecessors as “hope”, “likelihood” or “intuition”. There is perhaps 
some analogy in comparing modern management tools with the lights 
on an automobile. The historical data corresponds with the rear lights 
which give enough illumination to examine the rough spots that have 
been passed over. The forward looking devices, however, correspond 
with the headlights which reveal the road ahead and enable the enter- 
prise to move forward quickly and safely. It is also noteworthy that 
the lights are most effective under the most obscure conditions. 


The present leaders of Great Britain and the United States are two 
outstanding examples of men who planned history and later recorded it. 
The role of the industrial accountant is to serve as both planner and 
historian in business, by making full use of all the equipment available 
to promote commercial well-being. It must be emphasized however that 
there is no substitute for human skill, and even the best equipment is 
useless and perhaps even dangerous in the hands of an unqualified 
operator. 


Financial planning, whether personal or corporate, must hinge 
upon the income dollar out of which all expenses, taxes and profits are 
derived. There may be situations where deficit financing is justified over 
limited periods, but many have found that it is difficult, if not impossible, 
to “borrow yourself out of debt”. This merely serves to emphasize that 
any borrowing plan should be accompanied by a well-reasoned profit 
plan capable of providing the means of repayment. 


Perhaps the foregoing comments regarding commercial health and 
future development may be summarized as follows: 
Prophesy carefully 
Review the past 
Outline the future 
Formulate a plan 
Inspire action 
Test results frequently 
Seek needed remedies 


OCCUPATION AND CREDIT RISK 

Credit risk has always played an important role in our economic 
life. Among the new and interesting ways of looking at it is by occu- 
pation. The professional credit evaluation does not rely alone on a 
study of professional occupation for determination of credit risk. 
Several studies made in 1931 and 1941 created sufficient interest to 
make a similar analysis in 1951. 

Some forty-two occupations were selected representing professional, 
managerial, clerical sales service, agricultural, skilled and unskilled 


groups. 
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Ratings were carried out by retail stores managers and this was 
done on a basis of good, fair and poor risks in terms of percent of 
defaults. Good was defined as 8% default, fair as 25% and poor as 50% 
or more. 


An examination of the table thus prepared shows business execu- 
tives and auditors at the head of the list with an average of 90 to 91% 
good risk. This is interesting and pleasing news for the accounting 
world. 


This is probably due to certain characteristics prevailing among 
accountants. The sense of responsibility that an occupational group 
may have will no doubt affect its paying habits. Stability of income 
will also have a great influence since the tabl eshows that transient 
workers are at the bottom of the list. 


Better utilization of income or planning of income, of course, 
suggests better planning of credit payments and this would, of course, 
be an expected characteristic of business men and accountants. The 
willingness of most loaning institutions to do business with accountants 
is an indication of the respect of one business man for another and 
contributes to the good credit name enjoyed by most of the accounting 
profession. 





PERSONALS 


R. G. Aman, C.A., has been appointed Comptroller of the H. B. 
McGinness Co. Ltd. in Peterborough. Mr. Aman has been an active 
participant in the programme of the Peterborough Chapter of the 
Society for a number of years. 


T. L. Smyth, R.I.A., of the Montreal Chapter was elected a Director 
of David and Frére, Ltd. Mr. Smyth is also Treasurer of this firm. 


Norman Terry, R.I.A., C.G.A., has been elected President of the 
combined operations of Canadian Sumner Iron Works, Vancouver, B.C. 
and Sumner Iron Works, Everett, Washington. The Canadian Company 
recently bought control of the American firm. Mr. Terry is a Past- 
President of the Canadian and British Columbia Societies. 


J. B. D. Wilson, R.I.A., a member of the Society of Industrial and 
Cost Accountants of Alberta, has been transferred by his firm from 
Edmonton to Colombia, South America. Here, he is working as 
Assistant Accounting Group Head for International Petroleum 


(Colombia) Ltd. 
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‘ONE-RITE 


PAYROLL SYSTEM 


HAND WRITTEN — NO EXPENSIVE EQUIPMENT 
(PEG BOARD $7.50 ONLY) 
A COMPLETE INSTALLATION FOR PAYROLL OF 
FIFTY EMPLOYEES WILL COST LESS THAN $50.00 
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ORIGINATED AND SOLD EXCLUSIVELY 


BUSINESS SYSTEMS LIMITED 
46 SPADINA AVENUE, TORONTO 2-8 


Represented from Coast to Coast 





TO BUSINESS SYSTEMS LIMITED, 
46 SPADINA AVENUE, 
TORONTO 2-B, ONTARIO. ; 
Please furnish us with further particulars regarding the 
ONE-RITE PAYROLL SYSTEM 


NAME 
FIRM NAME 
ADDRESS 
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PAYNE, PATTON & PUGSLEY | 
CHARTERED ACCOUNTANTS | 
| 


Gordon S. J. Payne, C.A. Donald R. Patton, C.A. 
Philip T. R. Pugsley, C.A. 


507 University Tower, Montreal 2, UNiversity 6-6961 














JUNIOR EXECUTIVE 


We have an interesting position to offer to a man with good 
academic background. It is preferable that he has had some 
experience in public accounting and be well grounded in costs 
and budgetary control. We prefer a married man and will make 
a good house available in our growing Northern Ontario com- 
munity. (Base metal mining). Forward full particulars to: 


Cost and Management, Box 34, 66 King St. E., Hamilton, Ont. 








ACCOUNTANT 


Growing manufacturer in London area has opening for 
analysis and forecast work. Applicants should be under 40 with 
public or manufacturing accounting experience. In response, give 
education, experience, personal status and salary expected. Reply: 


Cost and Management, Box 35, 66 King St. East, Hamilton, Ont. 











UNDERWOOD ENTERS PUNCHED CARD ACCOUNTING FIELD 


Western Hemisphere distribution rights for Powers-Samas 
(England) punched card accounting machines were recently acquired 
by Underwood Limited. J. L. Seitz, President of Underwood has 
announced the formation of a new Samas Punched Card Division to 
handle this equipment. Paul B. Pratt will be Sales Manager of the new 
division, located in Toronto. The equipment will be marketed under 
the trade name “Underwood-Samas”. 


$2 
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By N. R. Barroor, R.1.A. 


Industrial Disputes 


Here are some comparative figures to show the effect of strikes and 
lockouts in this country since 1900. The following table shows the high 
and the low in selected ten year periods: 


Number of Workers Time Loss in 
Year Strikes Involved Man Working Days 
1903 175 38,408 858,959 
1904 103 11,420 192,890 
1915 63 11,395 95,042 
1919 336 148,915 3,400,942 
1923 104 43,775 1,528,661 
1927 74 22,299 152,570 
1930 67 13,768 91,797 
1937 278 71,905 886,393 
1940 168 60,619 266,318 
1946 228 139,474 4,516,393 
1951 259 102,870 901,739 
1952 216 120,818 2,879,955 


How do we compare with other countries? Here is a short summary 
of man days lost in various countries for the last few years: 


1949 1950 1951 1952 
ee 1,063,667 1,389,039 901,739 2,879,955 
Australia ........ 1,333,990 2,062,888 872,974 — 
Argentina ....... 510,352 2,031,827 — — 
Peemes .......... 7,129,150 11,728,791 3,495,476 — 
Great Britain .... _ 1,807,000 1,389,000 1,694,000 1,793,000 
it 7 50,500,000 38,800,000 22,900,000 55,000,000 


Industrial Accidents 


A comparison for the years 1951 and 1952 shows the general level 
of accidents in industry in these days. 


1951 1952 

Number of Claims . 87,867 94,349 
Permanent Disabilities 973 1,137 

‘ Temporary Disabilities ; ; 7231 20,343 
Medical Aid Only ........ 69,612 73,801 
Fatalities ..... 7 51 68 


An interesting comment las — made to the effect that if the rate 
of accidents in effect in 1921 continued, the results last year would have 
been 1,621 fatalities, and 28,000 permanent injuries. The Ontario 
Industrial Accident Prevention Association has been largely responsible 
for this about face in industrial accidents since the 20's. 
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Plant Expansion and Employment in Ontario 

In the past five years, 1948-1953, plant expansion in Ontario has 
proceeded at a pace unequalled since the 1920's. The additional 
employment resulting from this has been greater than in any other 
part of Canada, in fact, the number of new jobs in Ontario has equalled 
the total for the rest of Canada in this period. 

An increase in the manufacturing working force from 552,000 to 
606,000 is noted. 

Some of the major industrial groups showing increases are as 
follows (number increase and percent of industry is shown) : 


Food and Beverages 1,925 3.5% 
Textile Products 2,350 3.9% 
Iron and Steel Products 9,650 8.4% 
Transportation Equipment 13,900 15.8% 
Electrical Products 6,200 11.9% 
Paper Products 2,050 6.8% 
Chemical Products 2,500 9.0% 


Education and Jobs 
Higher education still offers the best job security and job oppor- 
tunity. Here is the current demand picture. 


.. . “Commerce and Business Administration” — 800 graduates will be 

absorbed without any difficulty. 

. “Education” — a demand for 25,000 teachers with specialists 
getting the best offers, shows the opportunities in this field. 

. “Engineers” — graduating classes will run around 1,000 this year 
with the demand 2,500 for 1954. 

. “Medicine and Dentistry” — show increasing shortages as the 
population and demand for specialist services increases. 

. “Law” — demand is slightly in excess of supply. 

. “Seience” — demand is high in industry and government for 


honour graduates. 
. “Arts” — increasing opportunities exist in insurance, advertising. 
personnel work, banks, real estate and bond houses. 


Do You Make an “Average Profit’? 
. . . Average earnings last year for all companies — 8.3% per dollar of 
revenue, before taxes. 

. Of 30,279 profit companies, 17,814 or more than half earned $10,000 
or less, on the other hand, 2,808 companies earned $100,000 or 
better annually. 

. . Eighty companies earned 5 millions or better. 

. Of 41,983 companies surveyed 11,704 did not break even. 

The following table will show by size of company profit, the 
percentage of profit to gross revenue. All figures quoted are hefore 
taxes. Three years are shown. 
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1951 1950 1946 
Under $5,000 1.6 1.9 Pooh 
$ 10.000 to $ 15,000 3.8 4.2 5.3 
§ 20,000 to $ 25,000 4.1 5.3 6.0 
§ 50,000 to $100,000 5.6 7.0 7.6 
$100,000 to $250,000 8.5 8.1 9.0 
$250,000 to $500,000 8.4 9.0 11.4 
$500,000 to $1 million 11.6 10.7 10.2 
$1 to $5 millions 10.8 11.0 10.7 


Taxes and Income 
Here is a short table showing average income and tax paid by 
professional groups: 
Average Income Average Tax Paid 


Lawyers $10,214 $ 2,535 
Medical Doctors and Surgeons 9,975 2,132 
Consulting Engineers and 

Architects 9,628 2,453 
Accountants 8,171 1,743 
Dentists 6,287 859 
Investors 6,244 BS 7: 
Salesmen 4,831 591 


Accountants are in the higher income groups, but from the number 
of returns filed, 2,200, it would suggest the listing above refers to public 
accountants and auditors. 


T.V. Boom 

The story of T.V. development and manufacture in Canada is a 
study of the inter-dependence of our modern industrial set-up. 

There are 1,400 separate parts in the average T.V. set, and more 
than 30 suppliers make these parts for the assembler. 

Eighteen months ago there were 16 set makers in Canada. To-day 
there are 22. 

There were 42 parts makers eighteen months ago. Now there are 55. 

350,000 sets are planned for sales this year as compared to 146,370 
sold last year. 

Component suppliers will supply 10 millions worth of controls, 
coils, transformers, resistors and capacitors. 

The cabinet makers will supply, 260,000 cabinets valued at 10 
millions. The balance will be made of plastic, most of which will be 
imported. 

Sheet metal parts will be valued at 2.5 millions. 

Miscellaneous supplies of glue, fibre, plastic material and rubber 
will amount to 2.5 millions. One million dollars will go to make cartons 
and cases for shipment. 

The picture tubes themselves will cost 10 millions. Between 15 
and 20 millions will be spent on antennae. 
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Current Articles of Interest... 


A compilation of current articles available to 
members, on loan from the Library of the Society. 


ACCOUNTING 
ACCOUNTING UNDER CONDITIONS OF CHANGING PRICES FROM THE DEBTOR AND 
CREDITOR VIEWPOINT, by Eugene L. Zieha —— The Accounting Review — Oct. ‘53. 
COMPLEMENTARY ACCOUNTING THROUGH THE GENERAL LEDGER, by Oscar Mautner and 
Joseph A. Mauriello — The Accounting Review — Oct. ‘53. 


ACCOUNTING METHODS 
LOOKING FORWARD TO A FASTER ANNUAL CLOSING, by E. R. Hoffman — N.A.C.A. 
Bulletin — Oct. ‘53, Sec. 1. 


AIR, AIRCRAFT INDUSTRY, AIR TRANSPORT 
CO-ORDINATING PROCUREMENT: A CASE STUDY, by Howard T. Lewis — Harvard Business 
Review — Sept.-Oct. ‘53. 
ASSETS, FIXED 
REVALUATIONS OF FIXED ASSETS, by J. Fred Weston — The Accounting Review — Oct. ‘53. 


BONUS SYSTEMS 
A BONUS PLAN FOR THE PLANT’S “KEY” MEN, by R. J. Julius — N.A.C.A. Bulletin — Oct. ‘53, 
Sec. 1. 
CONSOLIDATIONS 
NEW TECHNIQUES IN CONSOLIDATIONS, by G. H. Newlove — The Accounting Review — 
Oct. ‘53. 
COST ACCOUNTING 
INTEGRATION OF COST ACCOUNTING AND FINANCIAL ACCOUNTING CONCEPTS, by A. S. 
Donnelly — The Australian Accountant — Aug. ‘53. 


COST CONTROL 
THE GENESIS OF COST CONTROL, by Paul Crossman — The Accounting Review — Oct. ‘53. 


COST REDUCTION 
CLERICAL COST REDUCTION AND CONTROL, by F. Ray Friedley — N.A.C.A. Bulletin — 
Oct. ‘53, Sec. 1. 
A PROGRAMME FOR COST REDUCTION, by Bruce Payne -— Harvard Business Review — Sept.- 
Oct. ‘53. 
DIRECT COSTING 
EFFECT OF DIRECT COSTING ON COMPANY’S ACCOUNTING, by T. R. Hosick — The Journal 
of Accountancy — Oct. ‘53. 
DISTRIBUTION COSTS 
WHAT DO EXPENSE SURVEYS SIGNIFY? by Robert B. Miner — N.A.C.A. Bulletin — Oct. ‘53, 
Sec. 1. 
ECONOMICS 
ACCOUNTING UNDER CONDITIONS OF CHANGING PRICES FROM THE DEBTOR AND 
CREDITOR VIEWPOINT, by Eugene L. Zieha — The Accounting Review — Oct. ‘53. 


EDUCATION AND TRAINING 
EDUCATION FOR MANAGERIAL ACCOUNTING, by Prof. Mary E. Murphy — The Australian 
Accountant — Aug. ‘53. 
GOODWILL 
THE MOMENTUM THEORY OF GOODWILL, by Robert H. Nelson — The Accounting Review — 
Oct. ‘53. 
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CURRENT ARTICLES OF INTEREST 


INVENTORIES 

HOW TO MAKE 1-DAY EASIER, by Walter F. Beach — N.A.C.A. Bulletin — Oct. ‘53, Sec. 1. 

PROFITABLE INVENTORY LEVELS, by F. Beaman Todd and Irving Scharf — Harvard Business 
Review — Sept.-Oct. ‘53. 

REASONS FOR ENCOURAGING BROADER UTILIZATION OF LIFO, by John V. Van Pelt, Ill — 
The Journal of Accountancy — Oct. ‘53. 

SPECIAL INVENTORY PROBLEMS OF THE DEALER IN COLLECTORS’ ITEMS, by John H. Myers — 
The Accounting Review — Oct. ‘53. 


JOB EVALUATION 
MERIT RATING PLAN FOR EXECUTIVES, by William Hodge — Factory Management and 
Maintenance — Oct. ‘53. 
MANAGEMENT 
MANAGEMENT COMMUNICATION AND THE GRAPEVINE, by Keith Davis —- Harvard Business 
Review — Oct. ‘53. 


MANAGEMENT ACCOUNTING 
THE FUNCTIONS OF THE MANAGEMENT ACCOUNTANT, by J. A. Scott — The Cost 
Accountant — Oct. ‘53. 


MATERIAL CONTROL 
MATERIALS CONTROL PLAN FOR A JOB SHOP, by S. Eisenberger — Factory Management and 
Maintenance — Oct. ‘53. 


MATHEMATICS 

FINDING THE RATE OF INTEREST, by Hugh E. Stelson and Ralph W. Snyder — The Accounting 
Review — Oct. ‘53. 

FINDING TRANSPOSITION ERRORS WITH RULE OF NINE, by Fred T. Neely — The Journal of 
Accountancy — Oct. ‘53. 

OIL 

COSTING FOR THE PETROLEUM REFINING INDUSTRY, by Charles Berlowitz — The N.Y. 

Certified Public Accountant — Oct. ‘53. 


PERSONNEL 
INDUSTRY CALLS IN THE DOCTOR, by Robert Collier Page — Harvard Business Review — 
Sept.-Oct. ‘53. 


PROFIT SHARING 
EMPLOYEE PROFIT-SHARING AND SAVINGS PLAN, by Philip Bardes — The N.Y. Certified 
Public Accountant — Oct. ‘53. 
A PROFIT-SHARING RETIREMENT PLAN, by J. G. Sidak — N.A.C.A. Bulletin — Oct. ‘53, Sec. 1. 


PROFITS 

DISCLOSURE AS A STANDARD OF INCOME REPORTING, by Wendell P. Trumbull — The 
Accounting Review — Oct. ‘53. 

PREMATURE REVENUE RECOGNITION, by W. A. Paton — The Journal of Accountancy — 
Oct. ‘53. 

STOCK DIVIDENDS AND CONCEPTS OF INCOME, by George O. May — The Journal of 
Accountancy — Oct. ‘53. 

USING SUPPLEMENTARY DATA TO INTERPRET REPORTED INCOME, by Norton M. Bedford — 
The Accounting Review — Oct. ‘53. 


PUBLIC RELATIONS 
PUBLIC RELATIONS DOWN TO EARTH, by J. A. R. Pimlott — Harvard Business Review — 
Sept.-Oct, ‘53. 
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PURCHASING 
CO-ORDINATING PROCUREMENT: A CASE STUDY, by Howard T. Lewis — Harvard Business 
Review — Sept.-Oct. ‘53. 
REPORTS 
CONSIDER THE NEEDS OF THE REPORTEE, by D. S. Moffitt — N.A.C.A. Bulletin — Oct. ‘53, 
Sec. 1. 
SELLING AND DISTRIBUTION 
HOW TO DESIGN THE SALESMAN’S COMPENSATION PLAN, by Harry R. Tosdal — Harvard 
Business Review — Sept.-Oct. ‘53. 
STOCKS, STOCKHOLDERS, BROKERS 
STOCK DIVIDENDS AND CONCEPTS OF INCOME, by George O. May — The Journal of 
Accountancy — Oct. ‘53. 
STATISTICS 
THE USE OF STATISTICS IN ACCOUNTING CONTROL, by Robert M. Trueblood — The N.Y. 
Certified Public Accountant — Oct. ‘53. 
WASTE AND SCRAP 
A MATERIAL UTILIZATION INCENTIVE PLAN, by R. P. Keehn — N.A.C.A. Bulletin — Oct. ‘53, 
Sec. 1. 


ADDRESS OF PUBLICATIONS 
The Accounting Review, 450 Ahnaip St., Menasha, Wisconsin 
The Journal of Accountancy, 270 Madison Ave., New York 16, N.Y. 
Harvard Business Review, Gallatin House, Soldiers’ Field, Boston 63, Mass. 


The Cost Accountant, 63 Portland Place, London W-1, England 
The Australian Accountant, 430 Bourke St., Melbourne, Australia 


Factory Management and Maintenance, 330 W. 42nd St., New York 36, N.Y. 
N.A.C.A. Bulletin, 505 Park Ave. (Fourth Floor), New York 22, N.Y. 
The New York Certified Public Accountant, 677 Fifth Ave., New York 22, N.Y. 





OBITUARIES 


The death of Lottie Louise, wife of D. R. Harrison, a past president of the Society of 
Industrial and Cost Accountants of Canada, came as a severe shock to those who had become 
acquainted with her at the National and Ontario Conferences of the Society. Mrs. Harrison 
died on October 3rd, in Victoria, B.C. 


A resident of Port Arthur, Ontario for forty-three years before moving to Victoria, Mrs. 
Harrison was actively engaged in Church and Social work in the Community. The funeral 
took place in Port Arthur on October 8th, and was attended by representatives of many 
organizations. 


To Mr. Harrison, we extend our deepest sympathy. 





Jacques Marcel, son of Charles P. Dumas, a past president of the Canadian and Ontario 
Societies, met death by drowning, while on vacation in Northern Quebec. The tragedy 
occurred on the Ist of November. 


Our sincere sympathy is extended to Mr. and Mrs. Dumas. 
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Costing Your 
Competitor’s Products .. . 
By HerMann C. Mitter, M.A., C.P.A., 


Chairman and Professor of Accounting, 
The Ohio State University, Columbus, Ohio. 


How much does a competitor’s product cost? The author, in this article, 
suggests various means by which the costs of a competitor’s product may 
be analyzed. 


— cost accountant should be technically capable of telling 

management what costs are, what they have been, and what they 
ought to be. He has calculated the effect of increased and decreased 
production volume on his costs. He knows his own break-even point. 
He can, presumably, furnish costs by LIFO, FIFO, HIFO, NIFO, and 
by FE, FI, FO, and FUM! He certainly knows avout the direct costing 
method which treats overheads as period expenses, and avoids inclusion 
of any overhead (except direct expense) in inventory values. It also 
avoids the argument with factory foremen or superintendents because 
they are charged with certain fixed overheads over which they have no 
control. He has mastered these cost variants and, of course, has under- 
taken the instruction of his executive manager in the use of each type of 
cost. If he hasn’t, then he has a big job waiting to be done. 


Now here is another job for the cost accountant — the measurement 
of the costs of a competitor’s products. It is well known that costs do not 
determine prices. A seller who enters a competitive market with an 
oversupply of goods and an undersupply of cash and credit may be 
willing to sell at distress prices well below his own costs and the costs 
of his competitors. Then the managerial problem arises. Will his 
competitors meet the price competition? Will they stop production 
and wait for him to sell out his supply of goods or even discontinue his 
business? Again, the question may be raised as to the comparative 
qualities of his products and those of his competitors. Perhaps he can 
sell at a lower price because the materials he uses cost him less than the 
materials which they use. What difference in cost does that make? 
A management that is smugly complacent about a competitor’s products 
and competitor’s costs, cannot be in a very strong position during 
periods of increased competition. A good cost accountant can be of 
great help in this situation. 


The Competitor 


Who are these competitors? Where are they? Where do they 
compete and to what extent? Are they active or potentially active 
competitors? A thorough knowledge of the competition, is one of the 
first requirements of an intelligent management. The selling personnel 
will know a great deal about the competition and will be able to furnish 


409 











COST AND MANAGEMENT 


much valuable information. This should be classified and summarized 
for ready reference. It is difficult to imagine the management of an 
automobile company lacking information concerning its competitors, 
It is difficult to imagine a business machine manufacturer who does not 
know about his active competition. But many smaller industrialists are 
not so well informed. If a management does not have the information 
about the other fellow’s products, his prices, his methods of distribution, 
an estimate of the approximate volume of his business in various product 
lines, then it should arrange to get it. Market surveys indicate what 
opportunities exist, in a given territory, to sell products. They can also 
measure the extent of existing markets already developed, and the 
amount of potential production available to serve the area. Such infor- 
mation, if already available to the cost accountant, makes his job of 
costing a competitor’s product that much easier. 


For the purpose of computing costs, a key competitor should be 
selected. Either he is in direct competition on an important scale or is in 
competition in the fringe areas of the territory. He may, under those 
circumstances, be a serious threat to the business. Possibly he is active 
.in a territory similar to yours. Perhaps you are a potential competitor 
in his area. When complete information is obtained, reasons for 
selecting other competitors will be apparent. A comparison of the 
competitors’ positions among themselves may become a most fascinating, 
interesting, and useful game. 


The Product 


Samples of the selected competitor’s product are obtained, examined 
and tested in an effort to ascertain how they are made. A research 
laboratory will be most helpful. Methods of testing for standards are 
usually available in every business. The good points and the weaknesses 
of the product are discovered and compared. The customer appeal in 
shape, size, colour, or other suitable characteristics is judged. If it is a 
packaged product, the container is examined. How does it compare? 
What about facility of handling and shipping? How do the costs of 
handling and shipping compare? Breakage and loss factors are not 
overlooked. What would it cost to use a similar container? What about 
the packaging methods incidental to different types of containers? 
Would it involve hand operations at a bench, or would an automatic 
machine be used? Compare that with your own operations in the 
packaging and shipping departments. Standardized products are mar- 
keted in paper sacks, pasteboard cartons, tin cans, glass jars, and plastic 
containers. If you use one of these, then as a cost accountant, calculating 
your competitor’s costs, you should find out what it would cost him to 
market the product in the manner he does. You might find out that a 
more expensive package may be filled and closed with the use of an 
automatic machine at a lower cost than your own cheaper container 
filled and closed by bench hand labour. Also, there might be greater 
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accuracy, less waste, and safer handling in transit. These are but a few 
of the points to be observed. You know your own business. You will, 
therefore, know what points to watch. 

The content of the container is then examined. It is tasted, tested, 
measured and analyzed. If it is a metallic gadget, the laboratory will be 
able to tell you what materials are used in its manufacture. Maybe 
your company is using plastic. What is the difference in cost if you 
make the product out of plastic and your competitor makes it out of tin, 
malleable iron, steel or brass? That is important in measuring your 
competitor's costs. Where does it appear that your competitor obtains 
his raw materials? If he is using cloth, you can, no doubt, find out who 
produces cloth of the quality, weave, and other known characteristics. 
How does the cost of such cloth compare with that used in your com- 
pany? In more complicated products, it might be interesting to compare 
the raw material content alone, and to determine exactly how much it 
costs to produce a product of less weight, or how much more it costs to 
produce a product that weighs more. The transportation costs — both 
inward and outward should not be forgotten. Many of these details 
are commonplace in a competitive business. These details are not 
usually a part of the information gathered by cost accountants. They 
should be — for it is only with these facts that the cost accountant can 
begin to cost the competitor’s product. 


The Relation of Labour Costs 


The competitor’s labour market is considered. What does labour 
cost him? How does it compare? In a highly competitive business, it 
has been said that labour costs in a certain State are 50% higher than in 
Ohio. In another competitive business, it has been said that labour costs 
in Ohio are 50% higher than in another State. Many businessmen 
wanting to know just such information find it necessary to employ 
management consultants. Why shouldn’t the cost accountant undertake 
to gather the facts and to report them to management? Frequently, 
management consultants say that the facts they gather and report are 
facts which are already available within the client’s organization. But 
no one thinks to gather them and to report them to management. With 
this information, certainly the cost accountant can make a good start in 
costing a competitor’s product. Labour cost per hour is part of the 
information needed. The quantity of labour is also important. Relative 
efficiencies of labour in different areas may be basic — depending upon 
the kind of labour available, weather conditions, degree of competition 
for jobs, and other factors which should be well known to the employ- 
ment manager. One company made quite a success and became a vital 
competitor in a certain industry by virtue of strategic locations of 
factories to utilize a ready supply of low-cost, yet exceptionally efficient, 
labour drawn from rural areas. Is that the case with the competitor? 
Does the competitor have migratory labour? There is a measure of 
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labour efficiency. If the competitor’s product is an article which must be 
sewed, the length of the stitches, number of seams and the time required 
to do that job, should be compared. If stamping, turning, or boring 
operations are involved, the required labour time should be compared 
with that set as standard in your company. Does the competitor's 
product require less operations? If so, his cost will be just that much 
lower except for other factors which might be in your favour. 

Material costs and labour costs alone will not tell the whole story. 
Comparative transportation costs have already been mentioned. Power 
costs are also important in some instances. Power costs vary in various 
localities. Rates are readily available. Fuel costs, telephone rates, water 
cost, taxes on property, insurance rates and many other costs may be 
compared. The effects of these items upon the manufacturing cost of a 
product may be calculated. Volume of operations must also be con- 
sidered. The facts must be gathered, organized and developed. This is 
a research job for the cost accountant. 


Some Sources of Information 


In many instances the information is already available within the 
organization. The cost accountant knows the people who have the facts. 
But those facts must be drawn from many sources. Salesmen know the 
competitors. They know the products and prices and the extent of 
competition in each area. The purchasing agent has the prices of 
containers, materials and the sources from which each is available. 
The traffic department can provide a great deal of information about 
the transportation costs — both inward and outward. Facts on labour 
are known to the employment and industrial relations department. 
Production methods probably vary greatly. Secrets don’t remain secure 
for long. New machines performing tasks automatically, are not usually 
produced by the user. A smart production management will know about 
alternative methods and probably a great deal about the competitor's 
productive methods. 


In costing the competitor’s product, the cost accountant has an 
organizing task. The team must be willing and co-operative. It is 
necessary to convince ail concerned of the need for assembling the 
information and then to apply it to the competitor’s product. The 
result may not be accurate. But neither are your own costs! But the 
accuracy may well be within reasonable tolerance and thoroughness. 
When the job is done, you'll have information of great value to your 
management. 
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Accounting for Costs 
of Returned Product Repair 
Under a Decentralized Plan 

By C. M. Bowen, 


Senior Accountant, Comptroller’s Staff, 
York Corporation, York, Pennsylvania 


Sales in consumer products have boomed in the past few years, and most 
of these goods have been sold under warranty. What is the accounting 
procedure used in determining the cost of repairs made during the 
guarantee period? The author outlines the procedure followed by his 
Company in accounting for costs of returned product repair, and provides 
examples of the major forms used in carrying out this procedure. 


7*= cost of repairs for products sold under a guarantee or warranty 
status could be and usually is a major item of expense in any 
industry. In many cases, it is regarded as a small item and not enough 
to worry about. This attitude is generally taken by those who have not 
taken the effort to measure the costs and who, if they did, would un- 
doubtedly be amazed at the proportions to which this item could reach. 


Efficiency in the shop or on the production line, elaborate and 
extensive development programmes, and the most complete inspection 
procedures possible can not and do not prevent minor difficulties or 
breakdowns from occurring after a unit has been sold. 


Who absorbs the costs for these mishaps? — the manufacturer who 
has sold his product with a guarantee. 

The costs to our company for this type of work has increased 
steadily in the past few years not because of any laxity on the pre- 
ventive side, but because we have increased production substantially in 
the consumer line of goods. 


Our business is the manufacture of refrigeration and air con- 
ditioning equipment. Consumer products in this type of manufacture 
include room air conditioners, ice cube machines, other ice making 
machines, air conditioning units for small stores, offices, etc., small 
condensing units and other “packaged goods”. 


The purpose of this paper is not to describe methods and pro- 
cedures to decrease repair costs only, but rather, to explain how one 
company has decentralized its repair programme to a point of less 
expensive repairs from the manufacturer’s viewpoint and faster and 
more adequate service from the customer’s viewpoint. It will also 
explain how this company, at the same time, maintains sufficient 
accounting records and tabulations to obtain costs by type units, not 
only to measure experience, but to provide engineering and develop- 
ment personnel with pertinent data on performance. 
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Method of Selection of Repair Stations 


Certain requirements are necessary in the establishment of a repair 
station, and must be considered before further steps can be taken. 


1. It must have sufficient space available to perform the work, 
house the required tools and provide assembly lines for products 
now in the field and those expected to be in the field in the 
future. 


2. It must have available key personnel who are experienced with 
the various type machines involved, or who are sufficiently 
experienced that they may be trained to work on the machines. 

3. It must be physically located to insure its serving the maximum 
number of customers at the cheapest freight rate possible. 

4. Adequate transportation must be readily available to insure 
prompt service. 


5. It must maintain accounting facilities suitable for preparing and 
reporting the required reports and other cost data necessary 
for control at the factory. 

In deciding the issue of where to locate the repair stations, prime 
consideration was given to the organization of the company. 

All major manufacturing is performed at two plants, both of which 
are located in the same city. District offices, some of which have cities 
throughout the country and have complete service, sales and accounting 
functions. Sales offices only, are located in smaller cities. Finally, the 
distributors and dealers, all of whom are independently owned, are 
located in almost every city of any size throughout the country. 

In reviewing the organization, the distributors were considered 
unsuitable because of their lack of space and their lack of trained per- 
sonnel to perform the intricate work involved. A third drawback was 
the detail which resulted from having the independent distributors 
laden down with records necessary for cost analysis. 


The district offices with shop facilities finally appeared to be the 
most practical and economical system for handling the repair work. 


As a result, field repair stations were established in York, Pa., 
Atlanta, Houston, Chicago, and Los Angeles. 


Repair Policy 

Basically, the guarantee policy is to guarantee all parts and work- 
manship for a period of one year. Variations of the warranty are 
described below and may be segregated into four separate and distinct 
plans as far as the accounting treatment is concerned. 


1, First Year Warranty 


This includes all products and guarantees all parts and work- 
manship thereon. 
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ACCOUNTING FOR COSTS OF RETURNED PRODUCT REPAIR 


2. Two to Five Year Warranty 
Included in this plan are certain type units which contain a 
hermetically sealed refrigeration circuit. Only that circuit is 
subject to the warranty. 

3. Exchange Plan 
Certain products, not subject to the two to five year warranty, 
may be replaced after the first anniversary of the date title 
passed for a published price which is called an exchange price. 

4, Flat Rate Repairs 
Other products, not falling within either 2 or 3, will be repaired 
at a stated price dependent on the length of time the machine 
has been in service and the part or parts to be repaired. 


Accumulation of Costs in Repair Stations 

Costs are accumulated on shop orders in each of the repair stations 
on an actual cost basis. Orders for first year warranty repairs are 
grouped by type product each month. By eliminating an order for each 
unit and grouping repairs by product, it has been possible to save 
endless detail but still derive the necessary cost information. 

Repairs in the second to the fifth year warranty are grouped by 
product in a similar manner, except that they are further segregated by 
the model year of a type product. In so doing, the amount of repairs, 
for any model, in the first, second, third, fourth, or fifth year after sale 
may be ascertained. 

Exchange plan repairs are grouped by each type unit for which an 
exchange price has been established. The reason for this segregation is 
obviously to compare costs with the established exchange prices. 

Shop orders for flat rate repair items are initiated by type unit for 
which the repair charge has been established. 

Parts may be missing from the units which have been returned 
for repairs. In these cases, the customer is immediately billed for the 
parts and the labour involved in installing them. Missing parts are 
noted on the inspection report (Exhibit A) at the preliminary in- 
spection which is carried out as the unit is uncrated in the repair station. 
A copy of the inspection report is then sent to the billing department in 
the district, where the billing is made. 

The credits arising from these billings are made directly to the 
shop order on which the involved machine was repaired. 

As a result of the credits, the shop order is kept on a net cost basis 
and not exaggerated by charges not directly resulting from repairs. 

The importance of keeping accurate costs is mentioned here, as it 
will be later, to emphasize its importance in comparisons as between 
stations. 

When a customer is located in the same sales district as the field 
repair station, the district accounting office will issue the billing. Since 
it was not deemed practical, however, to have a repair station in each 
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of the districts, the customers in some districts are required to return 
units to stations in other districts. This being the case, the district 
accumulating the cost will not issue the billing, but will transfer the 
cost to the factory which will in turn invoice the customer. 


Parts Consumed and Salvaged 

As material is taken from stock in the field repair stations and 
used on repair operations, an inventory release order is instigated by the 
storekeeper listing the material, shop order to be charged, inventory 
account to be credited and other pertinent information. The release 
order is then forwarded to the cost department where the material is 
converted to dollars and posted to the shop order. Before posting, how- 
ever, parts are checked against the inspection reports to insure that 
the parts withdrawn from stock are similar to those marked “replaced” 
on the inspection report. (See Exhibit A) 

Charges for material used are charged to the shop order even 
though they replace parts which may be salvaged and repaired. When 
a part is removed from a unit and, in the opinion of the inspector, may 
be salvaged, preparations are made to return that part to the factory. 
The paper accompanying this shipment is called a Return Material 
Order or R.M.O. (See Exhibit B) 

As parts are received at the factory, accompanied by the R.M.O., 
they are inspected to determine whether they can be repaired. If that 
is the case, a copy of the R.M.O. is forwarded to the Billing Department 
where a factory credit is issued referenced to the Shop Order Control 
Account and the individual shop order from which the part was taken. 
The Billing Department, at the discretion of the supervisor, will either 
issue one credit for all R.M.O.’s for the month or a separate credit for 
each R.M.O. 

Upon receipt of the factory credit, the district will post to the shop 
order detail. ; 

Here again it should be noted that the net cost is reflected on the 
shop order. 

In order that the system will not be top heavy with detail, per- 
mission has been given the repair stations to instigate one shop order 
each month to collect minor material costs such as washers, nuts, screws, 
etc. The guide to be used is anything with a list price of ten cents (10c) 
or less. This order is closed out monthly to a general account since the 
cost is insignificant. A controlling practice has been established in that 
charges over $50.00 in a month against this order are investigated by 
the Controller’s Department at the home office. 


Accounts to be Charged from Shop Orders 

A section in this paper explains the four major policies in con- 
nection with the repair programme, this section will describe the 
accounts to which each type of these shop orders are charged. 


416 























ACCOUNTING FOR COSTS OF RETURNED PRODUCT REPAIR 








Exhibit A 
YORK CORPORATION — 
MODEL.450_AUTOMATIC ICE MAKER 
INSPECTION REPORT 
(Indicate Model 450, 450A, etc.) 
Distributor. John Smith, Inc. 
Address242 Third St., Smithville, Pa. Warranty - (CN) - OUT 


Serial No___172618 R.M.0,__SD_40511 R.M. Tag—_135995 ___(715)-230 


Lost Charge 








Reason given for return on R.M. Tag 





Charge Charge 


Part 
Lab. | Mat. Lab. | Mat. 


l|/Hermetic 





Water Pan & Header Cleaned Yeslx JNoL_] Condenser Cleaned YesL_INoLx] 


What was wrong with the Refrigerant Circuit? Fusible plug blown, gear motor 
leaked oil, cams badly worn, isolators worn. 
Was there any Carrier Damage? No Claim Entered? 


Other Comments: 


Jan. 16,.1952 
Date I ctor 
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Exhibit B 
YORK CORPORATION TENORS 
FACTORY RETURN MATERIAL ORDER 
AND/ OR 
APPROVAL FOR GUARANTEE ACCOUNT CHARGES 
wo.___SD_135995 
NAME John Smith, Inc. oate__san. 9, 1952 
avpress__142 Third St., Smithville, Pa. york pistrict Southern _ 
7 C.J.H. 
SQUIPMENT ON WHICH FAILURE OF PART OCCURRED aa elias ies Go not wars 
SERIAL NO. MAME, MOOEL, SIZE i, a 9 IN SPACE BELOW 
172618} 450 Automatic 6-12-51] 1R2141} 450 Automatic 1 
Ice Maker 115V Ice Maker 
OESCRIPTION; ACTION WANTED; REASONS: CONTRACT NO. 
Repair - lost change - will not make ice. 





YORK ORDER NO. (IF REPLACED BY YORK) 


OWTRICT INVOICE NO. (IF REPLACED BY OISTRICT) 











SHOULD RESTOCKNG CHARGE B8£ MADE No 

naan TO John Smith, Inc. 
142 Third Street 

onv Smithville, Pa. 





TAG EACH PART WITH R.M. TAG FORM 31-185 


R. M. TAGS NO. 135995 





ESTIMATED COST OF WORK: 
MATERIAL * 
LABOR 
TRANSPORTATION =—_— 
TOTAL §& 


ABOVE ESTIMATED COSTS ARE TO BE CHARGED 
AS FOLLOWS: 


ACCOUNT NO, 165) $ _____ 


i 








FACTORY RECEIVING DEPT. REPORT 














ramen aly Jobn Smith, Inc 





CREDIT issUED Amt MEMO. NO. 





AUTHORIZATION VOID AFTER 30 DAYS 


ReceivED r/o DISPOSITION 

CRATES. w/e stock DISTRICT APPROVAL 

Boxes post scrap. BY: _ LEG Sales Manager 
CARTONS___ express REPAIRS. YORK APPROVAL 

PACKAGES__ CHARGE TO REPORT NO BY A Ka. Service Manager 
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ACCOUNTING FOR COSTS OF RETURNED PRODUCT REPAIR 


The net cost on all shop orders for units repaired within the first 
year warranty are charged to a reserve account. Credits to the reserve 
result from a journal entry prepared as the new units are shipped from 
the factory which credits the reserve and charges inventory for a set 
amount included in the standard cost of the unit. 

Net costs on shop orders for units repaired within the second to 
fifth year of the five year warranty are charged to a reserve in a similar 
way. This reserve differs from that for the first year warranty in that 
it is segregated by units by model year. In other words, the repairs on 
a unit sold in the fiscal year 1947-48 would be charged to a sub-account 
of the reserve which in effect segregates repair costs by model years, so 
that on any year’s model it is possible to determine the amount that was 
expended for repairs in each year up to the end of the fifth year. The 
experience resulting from these segregated costs provides invaluable 
information on which to base future credits to the reserve and to deter- 
mine the amount that should be included in the standard costs on future 
units manufactured. 

Shop orders issued for “exchange plan” repairs are segregated in a 
like manner by sub-account for each type of product on which there is 
an established exchange price. These are in turn charged monthly to 
cost of sales. The sub-accounts are used for analysis purposes in order 
to study the cost of repairs under the exchange plan as compared with 
the exchange price. 

Repairs on a flat rate basis are written off monthly to the cost of 
sales account pertaining to the major customer. To explain further, 
certain major customers sell units manufactured by the company under 
their name, and are assigned separate sales and cost of sales accounts on 
the books. Repairs on a flat rate basis for each of these major customers 
are charged to cost of sales assigned to them. 

The balances in the various reserve accounts are continually studied 
to determine whether or not they are being overabsorbed and if so, 
further amounts are allocated. On the other hand, underabsorption of 
the reserve provides a greater profit on the companies earning 
statements. 


End Use of Cost Reports 

In all cases the repair stations accumulate costs on a monthly basis. 
The reason for this is to provide cost analysis as often as possible with- 
out requiring extensive detail. 

As costs are reported to the home office, they are incorporated in a 
comparative statement, (See Exhibit C) which is given wide distribution 
throughout the factory and the repair stations. 

Each month following the preparation of the report, it is carefully 
reviewed by the Service Department along with inspection reports of 
each unit repaired and then forwarded to the repair station with 
comments, 
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ACCOUNTING FOR COSTS OF RETURNED PRODUCT REPAIR 


The foreman of each repair station eagerly awaits the arrival of 
the monthly report in order that he can ascertain how his performance 
compares with the other stations. From time to time, representatives 
from the factory service department visit the stations and suggest more 
efficient and economical methods of operations. 


As a result of the decentralized repair plan, the following has been 
accomplished : 
1. Decreased freight costs to customers. 
2. More adequate service through the establishment of repair 
stations closer to the customers. 
3. Lower repair costs in the stations by competition between them, 
and the pooling of suggestions through the service department. 
4. Accurate studies of the reserves necessary for inclusion in profit 
forecasts. 
5. Accurate estimates of additional costs on new products to 
establish reserves. 
6. Pertinent engineering information from inspection reports to 
determine weaknesses in various types of units or models. 
7. Accurate determination of profit resulting from repair stations. 
For obvious reasons, Exhibit C is made up of hypothetical figures. 
Certain details of the overall plan have also been omitted. However, it is 
hoped that it may be a guide or measuring stick for other companies 
faced with a similar problem. 
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Perpetual Inventory 
vs. Annual Inventory . .. 
By K. J. Witorn, 


Manager — Parts Department and Perpetual Inventory Control Department, 
John Deere Waterloo Tractor Works, Waterloo, Iowa. 


After comparing annual nad perpetual inventory, the author outlines a 
system of perpetual inventory. Through a description of its application 
in the “Parts Warehouse” Department, he illustrates the system in actual 
operation. , 


ERPETUAL Inventory as applied to many business organization, 
carries many and various interpretations. With some, it means only 

a continuous book record of stock on hand, based upon beginning 
inventory, receipts, and disbursements of material issued, with no actual 
counting of material except once yearly during the annual inventory 
period. Other businesses maintain continuous or perpetual records 
showing all paper activity, and verify such records, continually through- 
out the year by physically counting the material. 

Therefore, let us ask the question, “Why change from Annual 
‘Inventory to Perpetual Inventory?” and list some of the disadvantages 
of an annual inventory: 

1. High percentage of counting errors due to inexperience. 

2. Delay in detecting errors in stock records — usually when 

stock is depleted “unexpectedly”. 

3. Additional work required before and after inventory period 

to rearrange and place stock in order. 

4. Manpower problem to train personnel including super- 
vision, job requirements for taking inventory. Requires 
considerable preparatory work instructing supervision and 
counters to accurately describe and identify material. 
Increased work load placed upon office departments to 
process and record inventory, Often requires overtime. 

6. In a large operation, many people are requested to work 
during the Annual Inventory period. Inventory counting 
is therefore a temporary assignment different than the 
regular work performed, and is a type of work which is 
quite frequently undesirable to the employee. Oftentimes 
the responsibilities of the job are overlooked or unaccepted, 
which produces unsatisfactory results. The lack of knowl- 
edge of material further complicates counting operations 
under these conditions. 

7. In most cases requires plant shut-down. 


wn 


Advantages of a Perpetual Inventory 

In discussing the advantages of a Perpetual Inventory operation, 
which provides continual counting of material throughout the entire 
year, the following facts should be considered: 
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PERPETUAL INVENTORY VS. ANNUAL INVENTORY 


a 


Stock records are more dependable. 

2. Material and paper errors are detected constantly through- 
out the entire year. Reduces possibility of plant shut-down 
due to undisclosed shortages of material. 

3. Trained and experienced counting personnel reduces errors 
in counting and identification of material. Temporary help 
is eliminated. 

4. The biggest by-product of Perpetual Inventory is better 

housekeeping. Stock is kept in order and can be located. 

Eliminates confusion and irregular procedures resulting 

from preliminary work and additional work necessary with 

Annual Inventory. 

6. Reduces excess loads in office departments required to 
process and record inventory. 

7. Eliminates disruption of plant operations for inventory. 


wn 


Departmental Organization for Perpetual Inventory Operation 


Where the size of a Perpetual Inventory operation justifies, the 
establishment of a separate department may prove to be the most 
practical and workable arrangement. This permits the Perpetual 
Inventory department to operate independently of the departments 
where Perpetual Inventory functions. Likewise, supervision is not 
identical, and neither has authority over the other. 


It is also desirable to set up two working or counting departments in 
the plant. One employed to count finished goods and the other to count 
raw materials. The distinction between the two categories is often 
quite different, and counting personnel become more familiar with 
material counting which reduces identification requirements. 


Records Maintained for Perpetual Inventory Control 


Office records maintained on “Finished Goods” can be incorporated 
with records maintained on (finished goods) shipments. Records main- 
tained on “Raw Materials” can be incorporated with records maintained 
by the Production Department using these materials. Machine account- 
ing, where volume is sufficient, is desirable because it is necessary to 
maintain up-to-date records for verifying daily counts of material. 


The forms necessary to maintain an operation of this kind are: 


1. Card location record 5. Count sheets 

2. Location change 6. Discrepancy report 
3. Count cards 7. Inventory adjustment 
4. Bin tags 


(serially numbered) 


The maintenance of accurate, up-to-date card locations records is 
most essential. Unless material is found, it cannot be counted, nor 
accurate records maintained. 
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COUNT CARD 
PART No. silva boi beiuganiiataall NAME 5 aren 
Location . feurneaies soehoatect eee. Tag No. Quan. 
iid iuiiaen snes pnaiaglees Tag No. Quan. 
Location ..... sins alciebinsepteteintoeds Tag No. Quan. 
Location . sedestnianlitalrcczaniae Tag No. Quan. 
EE 
COUNTER RECOUNT RECOUNT TOTAL 
EXHIBIT I 


Any movement of material or the establishment of a new location 
‘of material is reported on a Location Change form. Count Cards 
(EXHIBIT I) are provided to the counters of material, and show part 
number, description and locations of material to be counted. 

Bin tags (EXHIBIT II) are attached to each pin or pile of material 
to be counted prior to any activity or movement of material each day. 
Material withdrawn or added to bins or piles is posted on the Bin Tag, 
which requires the counter to add to, or deduct from, the actual count 
of material in arriving at the quantity in the bin or pile as of an 
established hour before any bin activity. Bin tags are perforated and 
permit the top portion of the tag to remain attached to the bin to 
indicate when the count was completed. These are serially numbered for 
filing the lower portion of the tag. Count sheets (EXHIBIT III) and/or 
count cards are used to report the daily counts of material to the office 
for the verification of counts with office records. The “Discrepancy 
Report” (EXHIBIT IV) is compiled by the office department main- 
taining office records to show the outcome of counts completed. 

When it is necessary to adjust records of material on hand, the 
Inventory Adjustment form (EXHIBIT V) is used and copies are sent 
to all departments affected. 

The Accounting Department converts adjustments into dollars. 
By analysis it provides valuable trends reflecting the degree of accuracy 
of inventory records. 


An Example of Actual Operation of Perpetual Inventory in the 
“Parts Warehouse” 

A concrete illustration of the actual operation of Perpetual Inven- 
tory in one department of a manufacturing concern may prove to be 
helpful in understanding its function. The “Parts Warehouse” Depart- 
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_INVENTORY BIN TAG 

































Part No. Location: 
Description: 

Date Tag No 
Date: Tag No. 
Part No. Location: 








Description: 























































































RECEIVED ISSUED 
Date “No. Quantity |] Date |Ne“| quantity 
| 
| 
| 
| _ Seen) 
Count: 7 _ 
Receipts: _ 
Total: 
Issued: 
Balance: 
Counter: 
OVER FOR ADDITIONAL 
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PERPETUAL INVENTORY VS. ANNUAL INVENTORY 


ment has been selected for this example, as it is typical of the operation 
in other departments. The procedure in other departments does, how- 
ever, vary slightly due to the peculiarity of items being inventoried, and 
the various phases of production involved. 

In this example, parts are delivered to the “Parts Warehouse” De- 
partment by the Trucking Department and are controlled by a “Move 
Order” which is issued by the Inspection Department. Upon receipt of 
the parts in the “Parts Warehouse” Department, the Move Order is 
signed by the Stock Location clerk. It is the responsibility of the Stock 
Location clerk to prepare a Storage Tag for the consignment of parts, 
which designates the location to which the parts are to be moved. Move 
Orders covering parts to be inventoried on the day received and which 
are not stored in bins, are retained a period of one day by the Perpetual 
Inventory Control Department, so that these parts will not appear in 
the Parts Department Summary Record and will not be inventoried. 

When new parts are included in a consignment, the Stock Location 
Clerk must prepare a Change of Stock Location in duplicate which 
specifies the part number and mother location where the parts are to be 
stored. In case of a change in location of a part, the Stock Location clerk 
will prepare a Change of Stock Location in duplicate showing the old 
and new locations. The original Change of Stock Location covering the 
mother location is sent to the Tabulating Department to be processed 
and filed. The duplicate Change of Stock Location is sent to the 
Perpetual Inventory Control Department where the information is 
recorded on the Card Location Record. When parts are placed in an 
area other than mother locations, a Change of Stock Location is pre- 
pared in duplicate by the “Parts Warehouse” Department, which is 
identified as “Surplus Location”. The original Change of Stock 
Location is retained by the “Parts Warehouse” Department, and the 
duplicate copy is sent to the Perpetual Inventory Control Department 
and recorded on the Card Location Record. 

The Supervisor of the Perpetual Inventory Department provides 
the Tabulating Department and the Perpetual Inventory Control 
Department with a list of part numbers to be inventoried the following 
day. The Inventory Tag is prepared in Perpetual Inventory Control 
Department from the information recorded on the Card Location 
Record. The Count Cards used by the inventory checker are also pre- 
pared at this time. All Inventory Bin Tags are sorted by building and 
floor locations and attached to storage bins each morning prior to 7.00 
am. before any movement of parts in the warehouse. 

Inventory counters obtain the Count Cards from the Perpetual 
Inventory Control Department and count the parts, making a record of 
the inventory on Count Cards and on the Inventory Bin Tag. The 
number of parts added to each storage bin by the stockmen of the 
“Parts Warehouse” Department is recorded by them in the “Received 
Column” of the Inventory Bin Tag, and the number of parts withdrawn 
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COST AND MANAGEMENT 


from the storage bins by the stockpickers filling orders, is recorded by 
them in the “Issued Column” of the Inventory Bin Tag. In computing 
the total inventory as of 7.00 a.m., the counter counts the parts in the 
storage bins, deducts the amount in the “Received Column” and adds 
the amount in the “Issued Column” of the Inventory Bin Tag, which 
determines the actual count of parts in the bin as of 7.00 a.m. The 
counter identifies his work by signature of his established code number. 

All Count Cards are returned daily to the Perpetual Inventory 
Control Department to be audited and the information recorded on 
Parts Detail Tabulating Count Card, which includes the counter’s code 
number. 

Parts Detail Tabulating Count Cards are delivered daily by the 
Perpetual Inventory Control Department to the Tabulating Department, 
which prepares the Discrepancy Report providing the comparison of the 
counts made and the Parts Department Summary Record. In case the 
Discrepancy Report indicates the count unacceptable, a_ recount 
is made or a future date is established for a new count by the Perpetual 
Inventory Control Department. 

After inventory counts have been accepted by the Perpetual 
Inventory Department, the detachable portion of the Inventory Bin 
Tag is removed from the storage bins and filed in the Perpetual In- 
ventory Control Department. The stub portion of the Inventory Bin 
Tag remains on the storage bin as evidence that the parts have been 
inventoried. The Count Cards are filed in the Perpetual Inventory 
Control Department. The Card Location Record is dated to indicate 
the correct inventory has been completed on that date. If it is necessary 
to make an adjustment to the inventory count, the correct revision will 
be established by the preparation of an Inventory Adjustment Record 
prepared in triplicate. Copies of the Inventory Adjustment record are 
distributed as follows: 

(1) copy is sent to the Tabulating Department 

(1) copy is sent to the Accounting Department 

(1) copy is retained by the Perpetual Inventory Control 
Department 


Flexibility of Counting Schedule 
The counting schedule can be adjusted to fit all requirements with 
consideration given to the amount of activity or movement of material. 
The following is a suggested pattern to follow which has proven satis- 
factory in meeting auditing requirements: 
1. Count all material once yearly. 
2. Count fast moving or high activity material three times 
yearly. 
3. Count difficult material when stock is low. 
4. Complete special counts as requested by other departments 
for various reasons. 
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Student Section... 
Comments by A. V. Harais, C.A., R.LA. 


FUNDAMENTALS OF COST ACCOUNTING — 1953 EXAMINATION 


QUESTION III (8 marks): 

Your manufacturing expense is distributed to production on the basis of direct 
labour dollars. At the end of the year you find that manufacturing overhead has 
been over-absorbed to the extent of $60,000.00, which remains as a credit in the control 
account. 


REQUIRED: 
(a) Name at least five factors which would cause this situation. 
(b) Le saan without using figures, what should be done with the credit 
alance. 


SOLUTION TO QUESTION Ill: 
(a) 1. Change in wage level 
. Change in level of efficiency 
. Change in processes or methods 
. New equipment and facilities 
. Shift in cost relationships due to greater mechanization 
. An error was made in estimating the basic figures used in arriving at 
the Burden rates 
2 Change in working hours 
8. Reduction of actual costs under estimates 
The $60,000 should be closed out by credit to Cost of Goods Sold (or 
Profit and Loss) or proportionately to Cost of Goods Sold and In- 
ventory of Work in Process and of Finished Goods on basis of percentage 
which goods on hand are of the total goods produced during the period. 


NO im wh 


(b 


~~ 


COMMENT: 
The examiner was surprised to note the number of candidates who could not 
supply the stipulated number of reasons in reply to the (a) part of this question. 
Many students were at a loss to explain the reason other than “too much had 
been charged to production.” 


QUESTION VI (22 marks): 

The Brown Company operates a mill, manufacturing a product, X. During 
October and November the mill, because of labour troubles, was forced to operate at 
reduced capacity. 

The production and relative unit costs of X for the six months ended December 
3Ist, were as follows: 


Production 
Units Unit Cost 
July .... Re reese Gr ee ane ee Sei hea inate 20,000 $2.20 
MNRAS in 6s Se Ss a ove ay waar woth Speier ay kerr OLGCA ete ae 20,000 2.25 
September ... PR ee gene ree en Mee te ote Re Prey 20,000 2.20 
IN rs. cep Socks popes ha aE Ee oh eA cay 2,000 7.50 
November ... Gea i ay eae fedean URE ee ata aoe ra gh ase es ee 5,000 7.00 
December joe k hl Aan eee Sates 24, 000 2.75 


Examination of the unit costs for the nails “a October and November indicate 
that substantial strike costs are included therein. 

As a result of a labour settlement effective December Ist, the company agreed to 
pay all its workers a 10 per cent increase in wages as from that date, and that increase 
has been included in the December unit cost. Prior to that date, labour cost repre- 
sented normally 70 per cent of the total cost of the product. As an additional 
concession under the labour settlement, the company granted a two weeks’ vacation to 
each employee; these vacations will be taken by the employees during the following 
summer on a “staggered” plan, without the employment of any additional labour. 
No provision has been made in the company’s records for this additional concession. 

It is the practice of the company to price its inventory at cost on the First-In 
First-Out Plan, based upon months of normal production. The inventory of X at 
December 31st was 50,000 units. 
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COST AND MANAGEMENT 


At what prices should the company’s inventory be valued as of December 31st. 
Show your computations. 


SOLUTION TO QUESTION VI: 


We are informed that in the months prior to the labour troubles, 70% of the 
unit cost represented labour. Applying this percentage to the September unit cost of 
$2.20, we find that an amount of $1.54 per unit was the proportion applicable to 
labour. 


If the labour forces received a 10% wage increase, we might assume that unit 
labour cost would increase from $1.54 per unit to $1.694 per unit. However, when 
applying the 70% rate to December unit costs, we obtain a labour unit cost of $1.925, 
which must be reconciled with the aforementioned $1.694. 


The problem gives the student no information on the apparent discrepancy; 
therefore, it must be assumed that labour cost in the December unit price is $1.694 or 
$1.925. The latter has been taken here; presuming that the labour cost increased in 
this month when the plant was returning to normal production. It might be equally 
contended that other costs had increased, while labour had not, because of the 
same reason. 


The unit price for the month of December, while including the 10% pay increase, 
does not include the vacation pay allowance. The revaluation of the December 
production is therefore: 24,000 units @ $2.75 each $ 66,000.00 


.Vacation pay 
70% of $2.75 = $1.9244 x 24000 units $ 46,200.00 
Add vacation pay 2—i.e. 4% $ 1,848.00 1,848.00 


50 





$ 67,848.00 


Valuation of Total Inventory at 3lst December 





6,000 units @ August price of $2.25 ... $ 13,500.00 
20,000 units @ September price of $2.20 44,000.00 
24,000 units as above 67,848.00 

$125,348.00 
COMMENTS: 


Students had few ideas on handling this very practical problem. Many did not 
follow direction in the problem value inventory on a “fifo” plan, and attempted an 
average cost plan. Some tried to add the pay increase for the entire inventory value, 
which included production prior to the increase in pay. 

It seemed elementary reasoning to exclude unit costs for October and November, 
but a number of students thought the high unit costs should be applied to the 
closing inventory. 

In calculating the amount of December costs applicable to labour the ealcu- 
lation might have been made as follows: 


Before increase labour was 70% of total 100% 


After increase labour was 77% of total 107% 





— = 71.963% 
107 
71.963% of $66,000 = $47,495.58 
Vacation pay 5% thereof on $ 1,899.82 
Previous Cost a 66,000.00 
Total December cost $ 67,899.82 





432 








ila ot al om) 


S 


oun a= 


Bowe 


N 








ADVANCED COST ACCOUNTING — PAPER | — 1953 EXAMINATION 


QUESTION III (15 marks): 


The Cotton Oil Co. Ltd. commenced operations on July Ist, 1951. The only raw 
material used is cottonseed and from it are produced four products — oil, meal, hulls 


STUDENT SECTION 


and linters, with a certain amount of moisture and manufacture loss. 


The following comparative operating statements have been prepared: 


Year Ending June 30th, 1952 


Sales 


Sales 


Year Ending June 30, 1953 























Oil 1,500,000 Ibs. @ $0.10 $150,000.00 1,740,000 lbs. @ $0.10 .. $174,000.00 
Meal 2,375 tons @ $35 83,125.00 2,400 tons @ $35.25 . 84,600.00 
Hulls 375 tons @ $8 3,000.00 2,500 tons @ $8.50 . 21,250.00 
Linters 400,000 Ibs. @ $0.05 20,000.00 600,000 Ibs. @ $0.05 30,000.00 
$256,125.00 $309.850.00 
Costs Costs 
Seed bought and Crushed — : 

5,000 tons @ $40.00 $200,000.00 6,000 tons @ $39.50 $237,000.00 
Mill Labour DORM os cc rancid cele dacarw ate aa retEn 15,000.00 
Repairs and supplies 3,000.00 3,000.00 
Power sac Fer 2,500.00 3,000.00 
Superintendent ....... 2,500.00 2,500.00 
Office expense (including 

insurance and taxes) . 1,000.00 1,000.09 
Office Salaries 3,000.00 3,000.00 
Bags and ties (for linters) 1,500.00 1,800.00 
Depreciation 2,900.00 2,500.00 

$228,500.00 $268,800.00 
Sales in excess of costs eA | ee $ 41,050.00 
Deduct inventory to beginning LN Ce reraret etnnn re a bocce, 13,000.00 





$ 28,050.00 


Add Inventory at end: 


1,000 tons hulls 300 tons hulls 





@ $8.00 $ 8,000.00 @ $8.50 $ 2,550.00 
100,000 Ibs. linters 100,000 Ibs. linters 
@ $0.05 5,000.00 @ $0.05 5,000.00 
—__—_— 13,000.00 ————__ 7,550.00 
Net profit $ 40,625.0 $ 35,600.00 
In preparing these statements, current market prices were used to value 


inventories. 


Management has noted that, although it appears the company did more business 
at less proportionate cost for material and operating expenses and obtained as good 
or better prices for its products in 1952-3 than in 1951-2, the net profit is considerably 
smaller. A complete analysis of the statements has been requested to show the 
reasons for this condition. 


From the foregoing data submit any revision of the above statements which you 
believe would be helpful and a report setting out such analyses and information as 
you believe would explain the conditions to the management. 
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SOLUTION TO QUESTION III: 
THE COTTON OIL COMPANY 
ANALYSIS OF POUNDAGE 





















































1952 1953 
Seed Crushed .. 10,000,000 Ibs. $200,000.00 12,000,000 Ibs. $237,000.00 
Produced: j a 
| SS ae 1,500,000 Ibs. $150,000.00 1,740,000 Ibs. 174,000.00 
Meal 4,750,000 Ibs. 83,125.00 4,800,000 Ibs. 84,600.00 
hee 2,750,000 Ibs. 11,000.00 3,600,000 Ibs. 23,800.00 
OS ee ere 500,000 Ibs. 25,000.00 600,000 Ibs. 30,000.00 
Total 9,500,000 Ibs. 10,740,000 Ibs. 
Waste 500,000 Ibs. (5%) ~ 1,260,000 Ibs. (104% 
Analysis per Ton Crushed 
Unit siscatavectvstscbsatpeaslens Gieatiaterrmese 2,000 Ibs. $ 40.00 2,000 Ibs. $ 39.50 
Produced: 
DN poche is aR awenscinaerauteeeiwsh 300 lbs. $ 30.00 290 Ibs. 29.00 
_ |r nner 950 Ibs. 16.625 800 Ibs. 14.10 
I sia sab pid ck Scape nid ag wmarorernie 550 Ibs. 2.20 600 Ibs. 2.55 
ods cabal arstareincae opm 100 Ibs. 5.00 100 Ibs. 5.00 
Total Product 
1,900 Ibs. $ 53,825 1,790 Ibs. $ 50.65 
Production Cost per Ton 
Production Costs: 1952 1953 
5,000 Tons 6,000 Tons 
FO ee ee ee en ere em m 12,500.00 $ 15,000.00 
Repairs and ome 3,000.00 3,000.00 
SER 5 neo. 5 5) 6.9 sNaskcapdacnaihe tare -daed od ee 2, 500.00 3,000.00 
Superintendent 2,500.00 2,500.00 
Office expense 1,000.00 1,000.00 
RENT oh. isd 5.5 04 Sm eR ANA OSE eRe CRON 3,000.00 3,000.00 
Bags and ties 1,500.00 1,800.00 
Depreciation 2,500.00 2,500.00 
$ 28,500.00 $ 31,800.00 
Per ton crushed 5.70 5.30 
Recapitulation 
Net Profit 
1952 1953 Increase Decrease 
Sale of products ....................... $ 53.825 $ 50.65 S 3i5 
Cost of products: 
Ee foe icy aca dg ae saa See WER EAN 40.00 39.50 $50 
PRR ihc casis mddus Osevasees $ 13.825 $ 11.15 
Labour and expense ................. 5.70 5.30 40 
Remainder ............ $ 8.125 $ 5.85 
Net decrease per ton . 2.275 2.275 
Totals $ 8.125 $ 8.125 $ 3.175 $ 3.115 
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STUDENT SECTION 
At 1952 prices, 


6,000 tons @ $8.125 ce 22... $ 48,750.00 
At 1953 prices decrease on 
6,000 tons @ $2.275 bate aes 13,650.00 
At 1953 prices n 
6,000 tons yielded . nee ........$ 35,100.00 
plus increase in inventory 
value of 1,000 tons hulls @ .50 ; ee Ts 500.00 
Net profit for 1953 ........... xing dake le Atte eee $ 35,600.00 


Market price for hulls was $8 per ton June 30th, 1952. This increased in the 
following fiscal year to $8.50. 


Deductions from the above: 


The amount of seed bougkt and crushed during the second year was 20 per cent 
more than the amount handled in the previous year. The cost of seed was reduced 
slightly, and selling prices of products were as good or better. These advantages were 
more than offset by the decreased yield due to poorer seed quality. The percentage of 
waste during the second year was more than double that of the first year. 

It must be assumed that the prices and production statistics are correctly given. 
It is noted that the lower return may be attributed to the poorer quality of the seed 
handled during the second year. Not only was its percentage of waste greater, but its 
productive poundage included a higher percentage of the less valuable products: 
hulls and linters. The increased production was handled at a lower per unit cost for 
overhead expenses, indicating that the plant was more efficiently operated during the 
second year. 

It is obvious that it is better to operate the plant on poor seed with a profit than 
to close down the plant because good seed is not obtainable. On the other hand, it is 
desirable to earn the greatest possible profit when the plant is operated. For that 
reason it is suggested that greater care be taken in the purchasing of seed and that 
samples be analyzed before commitments are made. 

If the seed purchased during the second year was fairly representative of the best 
quality available, the decreased earning per ton handled must be attributed to causes 
beyond the control of the management. 


COMMENTS: 


The above does not supply the report requested in the question — but from 
this material the candidate could select the essential information, and put it in good 
report form. 

A normal comparative profit and loss statement does not supply the management 
with the key to the difficulties. Only when quantities are analysed can the answer be 
found. Most students did not try to perform this analysis and so could find no 
satisfactory solution. 


ADVANCED COST ACCOUNTING — PAPER II — 1953 EXAMINATION 


QUESTION I (6 marks): 


The plant of the Ardex Manufacturing Co. consists of 5 producing departments 
to manufacture 3 products. 


The producing departments are: 


Dept. 1 
” 2 
” 3 
” 4 
” 5 


The products are: 
Product A 

” B 

” ¢ 


COST AND MANAGEMENT 


The average production cost per unit of product is given in the following table 
which also shows the number of relative points of cost entering into each product. 
PRODUCTS 
A B C 
Dept. Cost No. of Points No. of Points No. of Points 
] $8.00 ] + 
2 2.00 _- 9 
3 1.00 -- 
4 3.00 1 
5 5.00 4 — 
On January Ist, 1952, the company desires to install a standard cost system with 
the previous average cost as standard. 
The books indicate a cost of goods manufactured of $326,262.00 during the year, 
the number of units of each product manufactured during the period was: 
Products A 1260 units 
sg B 2210 units 
sa C 2440 units 
You are asked to apportion the cost over the various products by means of 
weighted averages. 


SOLUTION TO QUESTION |: 


WEIGHTED AVERAGES SCHEDULE 
PRODUCTS 


A B C 
$ 8.00 $ 32.00 $ 24.00 
18.00 2.00 
1.00 4.00 
3.00 18.00 
20.00 30.00 


Department 


Cost per unit $ 31.00 $ 69.00 $ 60.00 


Weighted average in points: 


Total Point Production 


1,260x1 —$ 1,260.00 
2.210x2.22— 4,906.20 
2,440x1.93— 4,709.20 


$ 10,875.40 


$326,262.00 — $10,875.40 = $30.00 
Apportionment of Total Cost to Products 


Product A $_ 1,260.00 x $30.00—$ 37,800.00 
Product B 4,906.20 x 30.00—- 147,186.00 
Product C 4,709.20 x 30.00— 141,276.00 


$326,262.00 


COMMENT: 


The examiner reports many candidates could not cope with a problem involving 
allocation of costs on the bases of weighted averages. 
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